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ARE ACCOUNTANTS OVERLOOKING
THE HUMAN ASPECTS OF BUDGETING?
The author looks at the effects of budgeting on the many individuals who are involved 
in any budgetary process.
Dr. L. Gayle Rayburn, CPA
  Memphis, Tennessee
Many businessmen claim that budgets are 
impracticable for them because their company 
suffers so many uncertainties. However, it is 
very probable that their competitors are using 
budgets as indispensable tools and these com­
petitors are probably the industry leaders. 
Managers have to deal with uncertainties 
whether they have a budget or not. Budgets 
help managers in dealing with these uncer­
tainties and make the decision making process 
more effective. The objective of budgeting 
is to substitute deliberate, well conceived busi­
ness judgment for accidental success in enter­
prise management. Budgeting should not be 
regarded as an expression of wishful thinking 
but rather as an attainable objective.
Budgeting is a means of coordinating the 
combined intelligence of an entire organiza­
tion into a plan of action based upon past per­
formance and governed by a rational judg­
ment of factors that will influence the course 
of the business in the future. Without the co­
ordination provided by budgeting, department 
heads may follow courses that are beneficial 
for their own department but which are not 
beneficial from an overall company viewpoint. 
Budgeting control should be looked upon as a 
company operation program with a complete 
plan of execution—a program which encom­
passes much more than monetary aspects.
Advantages of budgeting
Budgeting forces management to make an 
early study of its problems; the process instills 
into an organization the habit of careful study 
before taking action. Often managers let every­
day problems interfere with planning until the 
reality of time catches the firm in undesirable 
situations which should have been avoided. 
The managers are compelled to plan in order 
to meet the managerial targets expressed in 
the budget; without such targets, operations 
lack direction.
Just as important, these targets represent 
the combined judgment of the entire organiza­
tion and not merely that of an individual. Bud­
geting enlists the aid of the entire manage­
ment organization; all efforts are coordinated 
and correlated. Budgetary control defines 
where one executive’s responsibility begins 
and where that of another ends. Thus, no man­
agement control reveals weaknesses in organi­
zation so quickly as the orderly procedure 
necessary for systematic budgeting.
Employees also benefit from budgets as 
they need to know what is expected of them. 
The budget provides definite expectations that 
become the framework for judging subsequent 
performance. The budgeting process auto­
matically gives management the variances be­
tween actual and budgeted performance so 
that management can decide whether it is 
necessary to take action.
Budgeted performance is a better criteria 
for judging actual results than past perfor­
mance. Often inefficiencies may be buried 
in historical data. Changes in personnel, prod­
ucts, or technology make today different than 
last month or last year.
Limitations of budgeting
A budgetary program needs the coopera­
tion and participation of all members of man­
agement. Absolute adherence to and enthusi­
asm for the budget plan by top management 
is the basis for the success of budgets. Too 
often a budgetary plan has failed because top 
management has paid only lip service to its 
execution. Often no one but the person who 
made the budget knows much about it or has
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much interest in it.
If the company is of any size, the accom­
plishment of the preliminary steps in the in­
stallation of a budget will take more than a 
year. This time lag often causes a loss of sup­
port of the budgetary program by top man­
agement because the results are too long in 
materializing. Frequently executives have lost 
interest before the results are apparent. De­
partmental supervisors may also lose interest 
because, after hearing about budget installa­
tion, they hear nothing further for months. 
They may conclude that the matter has been 
dropped.1
1 Floyd H. Rowland and Robert E. Knodel, 
“How to Use Budgets for Control of a Business,” 
Business Management Handbook, McGraw-Hill 
Book Company, Inc., New York, 1952, p. 56.
2 Chris Argyris, “Selections from the Impact of 
Budgets on People,” Organizations: Structure and 
Behavior, John Wiley and Sons, Inc., New York, 
1963, p. 257.
3 Argyris, “Human Problems with Budgets,” Ad­
ministrative Control and Executive Action, Charles 
E. Merrill Books, Inc., Columbus, Ohio, 1961, p. 
403.
Budget committee
Line management has the ultimate respon­
sibility for the preparation of individual bud­
gets, but there is also a need for someone to 
provide technical, unbiased assistance. The 
president or chief executive will establish 
budgeting principles while direction and exe­
cution of all budget procedures are generally 
delegated to the budget committee. The bud­
get committee serves as a consulting body to 
the budget officer; members include the bud­
get director and top line executives.
The budget committee’s functions include 
reviewing and approving budget estimates and 
suggesting revisions. The committee also has 
the responsibility of recommending action de­
signed to improve efficiency where necessary. 
It is helpful for the budget committee to pre­
pare a budget manual, a reference work for 
the implementation of a budget program. It 
has a long range usefulness, for it documents 
procedures that are otherwise carried around 
in the heads of individuals who will not have 
the same job forever.
The budget director is usually the control­
ler or someone who is responsible to the con­
troller. He serves in a staff capacity. The bud­
get director requests estimates of the cost of 
running each cost center from department 
heads and foremen. Sales executives are re­
quired to estimate sales. The budget director 
should supply executives with information re­
garding past operations in order to guide 
them in preparation of new budgets. The 
success of the budget director.\ in creating 
goodwill for himself and the budget depart­
ment is crucial to the success of the budget 
program.
One of the most important qualifications is 
his ability to conduct himself in conversation 
with executives with tact and dignity. He 
should have a thorough knowledge of general 
accounting and cost accounting. He must also 
have the ability to analyze organizations and 
establish the duties of principal executives.
Many accountants fail as budget direc­
tors, not because they lacked accounting 
knowledge, but rather because they failed to 
recognize the administrative problems which 
evolve from budgeting. Budgets and standards 
are of indispensable help when they are ad­
ministered skillfully. When they are not, they 
can do more harm than good. Since budgets 
are accounting techniques designed to control 
costs through people, their impact is felt by 
everyone in the organization. Organizations 
must achieve objectives through human 
beings and inanimate resources like plant as­
sets. Too often the accounting techniques of 
budgeting are emphasized without giving 
much attention to the human factors in budget­
ing.
Outlooks
One cause of friction between budget and 
production personnel is their difference in out­
look and background. Budgets emphasize past 
performance and this is not usually the em­
phasis of the production personnel. They are 
concerned with the present day-to-day situa­
tion, not the future or the past. If the factory 
personnel are only interested in the short-run, 
and the budget staff gives the impression that 
the short-run is not crucial, then trouble will 
naturally arise.2
Often the way the budget records are ad­
ministered fosters a narrow viewpoint. Man­
agement may decide to forward to each super­
visor only the budget for his department. The 
philosophy is fostered that if every supervisor 
worries about his own department there will 
be no trouble in the plant. Each supervisor is 
held responsible for his individual cost center. 
An important point is overlooked in this ap­
proach—an organization is something different 
from the sum of the individual parts. Parts of 
an organization exist in certain relationships 
with each other, and it is these relationships 
which create the difference. By overemphasiz­
ing the individual departments, the important 




Top management often lias the opinion that 
budgets can be used to increase production. 
Even if it is not expressed to the employees, 
it often filters down to them in very subtle 
ways. The budget often reflects this opinion 
when the budget is kept purposely tight so 
that it is almost impossible to meet. The un­
realistic budget does not work and it is re­
sented. Supervisors resent this practice because 
it places them in a situation where they can 
never succeed. This practice also implies that 
the company does not believe the supervisor’s 
own desire to do a good job is sufficient to 
meet a reasonable budget. Budget personnel 
often believe that employees are lazy and 
will do as little work as possible. They contend 
that the production personnel are too liberal 
with the workers. Finance people need to real­
ize that it is easier to solve problems with 
figures than it is to deal with individual em­
ployees.
Pressure devices
Often when production is met, a new high­
er goal is set. Constantly increasing pressure 
for greater production often leads to long-run 
negative results. People living under conditions 
of tension tend to become suspicious of every 
new move management makes to increase 
production.
People can stand so much pressure; once 
this point is passed, it becomes intolerable to 
an individual. One method people use to re­
duce the effect of pressure is to join groups. 
Employees will feel out their fellow workers 
to see if they feel the pressure applied by man­
agement. Once they realize that others are 
feeling this tension, they feel able to fuss about 
the pressure in front of their group. After the 
groups are formed, top management may be­
come aware of the tensions which have been 
generated and of the groups formed to combat 
management pressure and may try to reduce 
the pressure. The group usually is not de­
stroyed by such techniques. The employees 
usually continue in their group as they have 
been accustomed to this. They may also feel 
pressure will come again in the future.4 *
4 “Selections from the Impact of Budgets on
People,” p. 259.
Budgets are “taboo"
Supervisors also feel pressure—they cannot 
join a group against management because they 
are a part of management. Such a move would 
not help their chance of promotion. Many 
supervisors create additional pressure because 
they avoid the use of the term “budget” with 
their employees. They feel the price for men­
tioning budgets is high—they may be faced 
with a resentful work group. Since budgets 
place employees under restriction and control, 
the natural reaction is resistance and self­
defense. The word budget often represents a 
penny-pinching, negative brand of managerial 
pressure. Budgets often arouse fear, resent­
ment, hostility, and aggression on the part of 
the employees toward the company; this may 
lead to decreased production. Many super­
visors try to accomplish what top management 
desires in distributing budget results by trans­
lating these results into informal shop language.
Even though front-line supervisors often do 
not use budgets freely with their employees, 
top management usually uses the budgets fre­
quently and strongly on the supervisors below 
them. This forces the supervisors into posi­
tions where they receive pressure from above 
but cannot pass the pressure to the people 
below them.
Since line supervisors cannot pass all the 
pressure they receive to their employees, they 
often release much of this pressure by blam­
ing the budget. They may spend more time 
thinking up good reasons for exceeding it than 
they do trying to keep within the budget. Bud­
gets and budgetary accountants are likely to 
be unpopular with not only supervisors but 
with all employees. Since budgets set goals 
against which to measure people, they are 
naturally complained about. Budgets are one 
of the few evaluation processes that are set in 
writing and are concrete.
On the other hand, employees may bottle 
up the pressure and make it a part of them­
selves. Constant tension leads to frustration; a 
frustrated person cannot operate as effective­
ly as normally. He may forget things he used 
to remember.
Management needs to guard against im­
mediate results in efficiency increases that will 
hinder long-range growth in employee rela­
tions. Applying strong pressure to increase ef­
ficiency generates forces which in the long- 
run decrease efficiency. The better approach 
is to involve the participation of the employees 
in weakening the forces which tend to decrease 
efficiency.
Budget people think the use of budgets is 
an extremely important function. They feel 
budgets provide a goal, a motivating force for 
the production personnel. Budgetary account­
ants often find it hard to see why factory 
executives do not think highly of budgets 
since they are designed to help the individual 
improve his own abilities. There is an im­
portant emphasis made on budget person­
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nel to find things that are wrong. Often the 
success of the budgetary accountant is in 
finding errors and deficiencies that exist in 
the plant. Their project is to single out the 
guilty party. The budget places the finance 
staff in a position of obtaining feelings of suc­
cess only by finding fault with production 
personnel.
People always looking for faults begin to 
develop a philosophy of life in which their 
symbol of success is not the error discovered 
but the very thought of the discovery of pos­
sible error. Budget people realize the peculiar 
position in which they are placed; they may 
develop a tendency to become defensive 
about their work. They basically may not like 
putting people into embarrassing positions, but 
their job demands that they do. Thus, they 
often react negatively to questions about their 
language and methods. Sometimes budgetary 
accountants will use their technical knowhow 
to confuse the factory personnel. Many times 
they feel they are superior to the production 
employees. The ignorance on the part of the 
factory personnel in understanding budgets 
serves as a wall behind which the accountant 
can work unbothered. This sense of security 
on the part of the accountant becomes a cause 
of insecurity among factory supervisors; the 
factory man complains that he cannot under­
stand budgets.5
Another technique which causes misunder­
standings is the way of reporting a shortcom­
ing. The budget supervisor cannot take the 
shortest route and go directly to the foreman 
involved. It may be a violation of policy for 
staff personnel to go directly to line personnel. 
Also the budgetary accountant wants his im­
mediate supervisor to know he found errors 
and that he is doing a good job. This informa­
tion will be relayed up the line and down into 
the factory line structure. This places the 
factory foreman in an embarrassing position 
because he knows that his superiors are aware 
of the error and also that he has placed his 
supervisor in an undesirable position. This fail­
ure may also be published in budget reports 
and circulated through many top management 
channels.6
To compound the embarrassment, the rea­
sons for the unfavorable variance are often 
not published along with the results. If any 
reason is given, it is the budget personnel’s 
reasons, not the foreman’s. The budget staff 
may say the cause is excessive labor costs, but 
the foreman also wants to explain why there 
were excessive labor costs.
Effects of failure
The effects of failure on people are sig­
nificant. Some factory supervisors do not feel 
the failure when singled out for errors; these 
are employees who are not highly interested in 
doing a good job. Other supervisors highly 
interested in their work may suffer unduly 
when deficiencies in their departments are 
pointed out. These factory supervisors tend to 
lose interest in their work and confidence in 
themselves. They may refuse to try new meth­
ods as they expect failure. They may also de­
velop a tendency to blame others and to be 
overcritical of the work of others. The meth­
od of reporting unfavorable variances needs to 
be examined because of its differing effects 
upon supervisors.
Active participation
A crucial problem in budget administration 
is getting an acceptance of budgets. The best 
way to gain acceptance is to have the super­
visors all participate in the making of the 
budgets that affect them. However, often the 
controller desires only false participation; he 
does not want group decisions or the people 
to be free in their discussion. Such half­
hearted acceptance makes it necessary for 
the person who initiated the budget to request 
signatures of the acceptors so that they cannot 
later deny they accepted it. They usually re­
quest the line supervisor to sign the new 
budget, so he will not later tell them he did 
not accept it. They feel a signature prevents the 
line supervisor from coming to them com­
plaining.7
7Ibid., p. 408.
Such attitudes destroy the success of bud­
geting systems; cooperative attitudes toward 
budgetary control must permeate all levels of 
management. The success of a budgetary sys­
tem depends upon its acceptance by all com­
pany members who are affected by the budget. 
The foremen must be convinced of the useful­
ness of the budget and they must have a firm 
voice in its preparation. This active participa­
tion of those persons responsible for meeting 
the budget should build acceptance of bud­
gets. These individuals also should see that the 
controller is willing to revise their budgets 
whenever experience indicates that it is neces­
sary.
Understanding
One way to increase understanding about
(Continued on page 17)
5 “Human Problems with Budgets,” p. 403. 
6Ibid., p. 401.
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cumulative, records of all gifts and bequests 
since the inception of each private foundation 
must be reconstructed and maintained on a 
continuing basis. For most purposes, a substan­
tial contributor is any person who has con­
tributed an aggregate of $5000 if such amount 
is more than two percent of the total contribu­
tions received before the end of the taxable 
year in which the contribution is received. For 
purposes of this definition, a man and his wife 
are one person.
Another burdensome record-keeping respon­
sibility will be that of keeping track of the dis­
qualified persons together with their family in­
terests in corporations, trusts, and partnerships. 
Also, it will be necessary to maintain very care­
ful and current records with respect to the 
holdings of any foundation where there are 
disqualified persons who hold the same in­
terests.
Foundation expenses will have to be allo­
cated in such a manner that clear visibility is 
given to investment income and related de­
ductible expenses subject to the 4 percent tax, 
unrelated business income and expenses deduc­
tible for determining that tax, and expenses in­
curred in carrying out charitable programs 
which will qualify in establishing the minimum 
distribution required under Section 4942.
Much of this required record-keeping and 
reporting involves information far outside the 
scope of what accountants believe should nor­
mally be included in an adequate record sys­
tem. One of the most “far out” requirements is 
that of expenditure responsibility which must 
be exercised with respect to grants by one pri­
vate foundation to another. Section 4945(h) 
requires that a private foundation making such 
grants is responsible for making every effort, 
and establishing adequate procedures, to ascer­
tain that the grant is spent exclusively for the
HUMAN ASPECTS OF BUDGETING
(Continued from page 8)
budgets and performance reports is to have a 
member of the budgetary staff explain to pro­
duction personnel the use and need for bud­
gets. Accountants need to persuade the users 
of data that accounting reports really exist to 
aid the manager in doing a better job. The 
interpretative roles such as explaining vari­
ances between actual and budgeted data 
should be manned by capable experienced ac­
countants who can talk in the line manager’s 
language. These interpreters are the indi­
viduals who will establish the status of the 
controller’s department in the company.
Factory personnel are not the only indi­
viduals who need additional training. Budget 
people should also be given a thorough course 
purpose for which made, to obtain full and 
complete reports from the grantee on how the 
funds are spent, and to make full and detailed 
reports to the IRS. Therefore, it will first be 
necessary for each private foundation to estab­
lish the status of each organization to which it 
makes donations. Many organizations which are 
not private foundations have voluntarily sent 
a copy of their notification to the IRS on Form 
4653 to each of their donors. If a donee or­
ganization does not provide the necessary in­
formation to the donor organization, then the 
donor organization must obtain a legal opinion 
of the status of the donee organization. Donee 
organizations wishing to continue to receive 
grants from other organizations can no doubt 
be persuaded to furnish the necessary infor­
mation. One can’t help but wonder if the 
reporting requirements in themselves will not 
jeopardize the foundation’s capability to con­
tinue to carry out its exempt purposes.
Some private foundations will no doubt 
throw in the towel and decide termination is 
the only answer. A brief look at Section 507 
rapidly establishes that the private foundation 
is on a treadmill from which it is difficult to 
escape. Significantly, the Tax Reform Act of 
1969 began with Section 507 entitled “Termi­
nation of private foundation status”. Not until 
Section 509 does it even attempt to define what 
it is terminating in Section 507. Typical of the 
language in this Section 509 is the sentence, 
“For purposes of paragraph (3), an organiza­
tion described in paragraph (2) shall be 
deemed to include an organization described in 
section 501(c)(4), (5), or (6) which would 
be described in paragraph (2) if it were an 
organization described in section 501(c) (3).” 
One wonders whether the private foundation 
can even self-destruct provided it ever figures 
out what it really is!
in self-understanding and getting along with 
others. The training should be focused to help 
finance people perceive the human implica­
tions of budgets. The budgetary accountants 
should understand the effects of pressure upon 
people. The accounting staff should be helped 
to perceive their difficult position of placing 
others in positions of failure. They should be 
aware of the practical techniques which the 
finance staff can use to get along better with 
factory personnel. Finance people should also 
be helped to see the department centerness of 
supervisors as a defense on the part of the 
factory supervisors rather than as narrowmind­
edness. Only when both production and ac­
counting personnel understand each other’s 
position and are willing to cooperate will the 
maximum success of a budgetary program be 
achieved.
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